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Abstract
Purpose – The purpose of this paper is to explain the definition of adequate compensation from the
viewpoints of affected landowners, property valuers and land administrators using Kotaka’s Model
with special application in Kedah, Malaysia. The fact is that land is a factor of production and must be
made available for the provision of infrastructure. In acquiring land for real estate development,
compensation must be paid to the affected landowners. An adequate compensation in land acquisition
is referred to the open market value of the land taken plus its consequences including severance,
injurious affection and disturbances.
Design/methodology/approach – Questionnaires are distributed to the affected 40 landowners,
ten property valuers and six land administrators of randomly selected land acquisition projects for
public infrastructure land development in the case study areas. Data gathered are analyzed using
qualitative descriptive analysis to identify elements of dissatisfactions of landowners upon
compensation offered to them.
Findings – The findings show that there are elements of dissatisfactions to the affected landowners
by way of the value of land taken, severances, injurious affections, disturbances, delivery of notices
and technique of valuation. These dissatisfactions reflect the amount of adequate compensation to the
affected landowners and cross-examined with property valuers and land administrators.
Originality/value – The outcome of the paper will assist landowners, public, and private valuers,
land administrators and other stakeholders to understand the elements of dissatisfactions in
estimating adequate compensation in land acquisition for infrastructure provision. Otherwise, the
affected landowners may refuse to be apart from their lands, hence, restrict the flow of land supply for
real estate development. This indicates that Kotaka’s Model offers an explanatory power to
understand the elements of adequate compensation in land acquisition for infrastructure provision and
real estate development.
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In Malaysia, where private alienated land is acquired by the government for real estate
development, the Land Acquisition Act 1960 is applied. Under the Federal Constitution
1957, Article 13 stipulates that no land shall be taken without payment of adequate
amount of compensation to the affected landowners. Unfortunately, both instruments of
laws are not satisfactory in terms of defining the amount of adequate compensation.
There are elements of dissatisfaction on the part of the affected landowners particularly
with regards to the value of land taken, severance, injurious affection and disturbances.
They argued the low amounts of compensation on land taken in Scotland and England
(Rowan-Robinson, 1995) and improper notices delivered and delayed in making
payments in Malaysia (Usilappan, 1999). Moreover, valuers are using different
techniques altogether in identifying and valuing those claimable heads of claims.
Comparing the method of valuation, there are disparity and differences in the way in
which valuers assessing the amount of compensation (Mazlan, 2008). More disastrously,
land administrators are looking for deviated techniques of decision in coming up with
the amount of compensation to the affected landowners. However, there is a model after
Kotaka (2000, 2002) who proposed ways of identifying the elements of adequate
compensation. The paper looks into the elements of adequate compensation as proposed
by Kotaka (2000, 2002) to study a selected land acquisition cases in Kedah, Malaysia.
There are some researches on the way to determine adequate compensation in land
acquisition. Rowan-Robinson (1995) had conducted a study on the role of pretium in
determining the amount of just compensation to the affected landowners in Scotland.
He discovered that identifying the amount of compensation on losses incurred by the
affected landowners are more appropriate and more justifiable than calculations based
on “premium” techniques which is based on losses of land value without taking into
account other consequence losses. Harju and Clauretie (1984) conducted a study which
showed that in arriving at a just amount of compensation, it should incorporate any
loss of goodwill of the business. The amount of adequate compensation must be based
on the value of land to the affected landowners. Furthermore, the compensation must
consider physical losses only (Gomes and Morgan, 1989). Rowan-Robinson and
Hutchison (2002) mentioned that the amount of compensation is to be paid urgently
without delays in the case of rentice in the UK. Ismail and Mazlan (2005) studied
factors affecting adequate amount of compensation in land acquisition for the
construction of higher learning institution in Malaysia. They revealed that there are
discrepancies due to different factors considered by valuers in determining the amount
of adequate compensation.
In completing this study, the affected 40 landowners were taken as samples for
interviews. The respondents are taken from four case studies, i.e. prawn-rearing
aquaculture, Beris Dam Project, higher learning institution and road-widening
Gurun-Sik Road Project. The interviews are meant to identify and classify factors that
caused dissatisfaction amongst the affected landowners. These factors may indicate
their understandings and perceptions on the meaning of adequate amount of
compensation. Moreover, data on the opinions of valuers and land administrators were
also taken to further analyze the elements of adequate compensation qualitatively.
Respondents selected from a number of practicing valuers and land administrators






2. Background of adequate compensation in land acquisition
Land Acquisition Act 1960 originates from Land Acquisition (Straits Settlements)
Enactments of different States in Peninsular Malaysia. In 1948, Land Acquisition
Ordinance (Compensation) (Special Allocation) was introduced. The land Acquisition
Act 1960 further enforced Article 13 of the Federal Constitution which stipulated that
any land acquired by the government for public purpose in real estate development
must be compensated adequately. The Land Acquisition Act 1960 laid down every
steps, process, and procedures in taking land for public purposes in real estate
development. In general, failure to follow the regulations may lead to unfair or
inadequate payment of compensation from the affected landowners.
However, perceptions on the true meaning of adequate compensation may be different
from one person to another (Weisheit, 1989). The real meaning of adequacy of payment to
somebody may differ from somebody else. According to Randolf (1894), there are
similarities between just, fair, and adequate amount of compensation. Whatever the
terminology may be used in different countries, the amount of compensation must refer to
the definition of “open market value” of the land taken (Usilappan, 1999). Table I shows
different concepts of adequate compensation as applied in several countries.
Kotaka (2000, 2002), asserted that adequate compensation must fulfil three
conditions: it means that the affected landowners are being paid all the losses incurred as
agreed during a harmonised negotiation (or hearing) as the land acquisition happened in
an arm’s length sale transaction; payment is made by considering the physical factor
and non sentimental value is taken into account and; the date of valuation is going to be
the date of first proposal to acquire the land and not when it has been actually acquired.
3. Head of claims
In Peninsular Malaysia, the Land Acquisition Act 1960 explains the basis of valuation
for determining the amount of adequate compensation under Schedule 1. Sections 1
and 2 of Schedule 1 stipulated the open market value as the basis for the valuation of
land for compensation purposes.
(a) The value of land taken
The Board of Valuers, Appraisers and Estate Agents Malaysia (2006) defines an open
market value as the expected price that will be achieved once the property is transacted
Country Concept of adequate compensation
England Under Compulsory Purchase Act 1965, payment is based on the market value of
land taken and all losses borne by the affected landowners
India Just compensation refers to the value to the landowners as practice in England,
Australia and Canada
Australia For example, Section 25(1) Land Acquisition Act 1969 South Australia refers to
adequate compensation to all payments, such as severance, injurious affection,
and disturbances at the time of acquisition
Malaysia Schedule 1, Land Acquisition Act 1960 refers to adequate compensation to the
open market value of land taken, severance, injurious affection, disturbances, less









on the date of valuation between a willing seller and a willing buyer who are acted
knowledgeably, prudently, and without any compulsion. The American Institute of
Real Estate Appraisers (AIREA, 2005) defined open market as the highest selling price
in monetary term when the property is transacted in an open market within a
reasonable period of time to get a knowledgeable buyer (Davies, 1974; Harrison, 1976).
(b) Severance
Severance happens when the land acquired is splitted into two or more parcels due to a
partial land acquisition (Figure 1).
The affected landowners are eligible and have every right under the Land
Acquisition Act 1960 to claim the losses due to the value of land acquired being
reduced and the depreciated value of the remaining lands that had not been acquired.
Severance had caused the value of remaining lands to be depreciated (Brown, 2004).
The valuer will do the comparison between the “before and after” valuation and the
differences in value reflects the amount of compensation to be paid to the affected
landowners due to severance. In case, the value of the remaining land is no more
economic, the landowners may put forward their request so that the government may
acquire all the plots of the remaining land (Denyer-Green, 1982).
(c) Injurious affection
Injurious affection happens whenever the value of remaining land depreciated due to the
works on the land acquired carried out by the acquirer or their contractors (Figure 2).
Injurious affection may be explained by ways in which the value of the remaining
land depreciated and the way in which damages happened to the value of the land by


















The affected landowners may be shifted somewhere else. The costs incurred are
transferring cost, estate agent fees, lawyer’s fees or income losses in commercial
properties. As such, the amount of compensation to the affected landowners is due to
disturbances which are based on the real expenditure as shown on receipts. Moreover,
the expenditures claimable must not be too remote. The Land Acquisition Act 1960,
Section 2(e) and 2(f) under Schedule 1 empowered land administrators to offer
compensation for disturbances. In some cases, there are ex gratia payments that were
made by the authority to the ground leaseholder upon transfer to new sites.
(e) Solatium
Solatium is a payment to the affected landowners as an extra payment over the open
market value of the land taken excluding the compensation for disturbances (Sarkar,
1998). According to Brown (2000), the purpose of solatium is to compensate the
landowners on depression factors due to land acquisition. Solatium is usually paid in
India, Western Australia and New Zealand but not in Malaysia.
4. Methodology, empirical findings and discussion
Background of the case study
Malaysia is consisting of 15 States including the federal territories. Kedah is one of the
States in the Northern Region which the main income is agriculture paddy. Almost
90 per cent of the alienated land in the State of Kedah is categorized under Malay
Reservation Lands which are not allowed to be transferred to non-Malays (Ismail and
Mazlan, 2005). As such, the real estate development and construction is limited due to
the availability of building land for development purposes. Otherwise, the agriculture
land use must be converted to building uses for real estate development. As an
alternative, the government must exercise the Land Acquisition Act 1960 in order to
acquire land for public real estate development and to provide infrastructure to the
people. Unfortunately, there has always been conflict of interests and disputes in land
acquisition for real estate development purposes especially in determining the amount
of adequate compensation to the affected landowners.
The empirical study is conducted using questionnaires distributed to the selected 40
affected landowners as respondents. Most of the landowners are poor, old, and
traditional paddy farmers and depending on paddy plantation as their main source of
income. Questions were asked about the factors that bring about their dissatisfactions
upon the amount of adequate compensation. Several land acquisition projects (see the
Appendix) have been chosen for investigation as follows:
. The Beris Dam Project is located in District of Sik to supply water to
surrounding areas. It is worth RM186 (USD55) million to supply water for
irrigation purpose involving 16,000 hectares of paddy lands. The size of paddy
land acquired was 1,600 hectares involving 1,500 lots of land, 1,000 traditional
houses, 1,000 families and 16 Malay villages. Besides, compensation in monetary
terms, the government offered substitution of land nearby.
. Prawn-Rearing Kerpan Project is a joint venture aquaculture project involving
Malay Reservation Land of about 400 hectares owned by 300 families of
indigenous and poor Malay farmers. The power of land acquisition was




landowners refused to participate and were asking higher amount of
compensation in the High Court. The project failed to be materialized.
. Construction of Yayasan Al-Bukhary for higher learning institution involving
about 113 poor and old Malay folks of paddy farmers surrounded by residential,
industrial, and commercial as well as an old cemetery. The land acquisition had
begun in 2004 and part of the acquired land had been built with a hypermarket
instead of higher learning institution unexpectedly. Most of the affected
landowners have refused to participate in the real estate development due to the
deviated purpose of land acquisition.
. Gurun-Sik Road-Widening Scheme involving the acquisition of agriculture,
industrial, residential, and commercial lands with development potential along
the road stretching about 36 kilometers. The industrial lots were owned by some
corporate landowners. The lands were scheduled for acquisition in 2004. Most of
the affected landowners refused the amount of compensation offered to them.
Landowners’ perspectives on adequate compensation
The selected respondents interviewed were the affected landowners of the above
selected land acquisition projects for real estate development. There are 40 landowners
that have been interviewed to gather information on factors that made them
dissatisfied with the amount of compensation offered by the authority. Interviews were
conducted with a number of practicing private and public valuers involved in the case
study areas to gather information on their perceptions about just compensation. In
addition, opinions from land administrators were also gathered through interviews
conducted on them. Analyses on data gathered were undertaken and the results were
shown in the form of histograms, pie charts, and quotation to ease the explanation.
The Land Acquisition Act 1960 is the main guidance to the land acquisition process
in Malaysia. The Act is aimed at initiating, facilitating as well as controlling human
agents activities involved in the land acquisition process. However, based on the
interviews, most of the landowners were dissatisfied with the way the hearing was
conducted and offering adequate compensation at the Land Office. Almost 60 per cent
of the landowners interviewed in Beris and Kerpan were not happy with the way
the interviews were being conducted by land administrators. More disastrously,
80 per cent of respondents in Kampong Tok Murad were less satisfied with the
hearing. In contrast, only 80 per cent of landowners in Sik-Gurun were satisfied with
the hearing process. The landowners were dissatisfied due to lack of details on the
value of compensation and short notices delivered to them in preparing valuation
reports vice-versa. Figure 3 shows the situation.
Most of the landowners interviewed were highlighting their dissatisfactions with
the amount of compensation offered to them. They argued that the amount of
compensation offered were the same between paddy and orchard land uses. There are
lands being valued without taking into consideration the different type of plantations
on it. Landowners have suggested that the valuation should be done separately for
land with plantations and without any improvement. Most of the valuations for
compensation done by government’s valuers is brief and less concise as compared to
prı́vate valuers who have valued the land taken separately.
Landowners were quite happy that the government allowed them to appoint private





Unfortunately, there are landowners who were not happy with the low amount of
compensation but accepted the figures to avoid long process of appeal at the High Court
for settlement. Beris Dam and Sik-Gurun were good cases whereby about 70 per cent
were not happy but still accepted the compensation from the government. In Kerpan, the
number was 80 per cent, in Kampong Tok Murad it was 90 per cent as shown in Figure 4.
The amount of compensation must be paid by the land administrator to the affected
landowners as soon as possible upon hearing at the Land Office. Delays meant higher
costs to the authority due to the allowance for interest rates. Usually, three-month
period was reasonable for the payment to be made. In Kerpan and Tok Murad, almost




Owners % / (person) % / (person) % / (person) % / (person)
Satisfied 40/(4) 40/(4) 20/(2)
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payment to them which was longer than six months. Beris recorded 50 per cent
dissatisfaction and Sik-Gurun recorded 40 per cent. The reason for Kerpan having
higher percentage was due to the longer time taken by the land administrators to solve
the problem with land inheritances and multiple landowners. Figure 5 shows the
details of the situations.
Perspectives of land administrators on adequate compensation
All land administrators interviewed agreed that the affected landowners should be
given a chance to participate in the land projects in the form of partnership. This is due
to the fact that partnership would stimulate income and offer opportunity for business
venture (prawn rearing), accumulates capital (higher learning institution), gain capital
appreciation (prawn rearing), share profit arising from development and therefore
affect landowners with less tendency to appeal at high courts.
In the Beris Dam Project, the affected landowners will be given land elsewhere as
substitution. This is strongly agreed by landowners since they were “no better no
worst” once comparing their situation “before and after” the acquisition. This
agreement was shown by 80 per cent of the land administrators agreed with the
reinstatement scheme and only 20 per cent opposing due to asset illiquidity. As a
result, compensation payment in the form of reinstatement with the principles of “no
less no better” offers a fairer adequate compensation to the affected landowners since
the cash payment would have a higher degree of liquidity. Table II shows the situation.
Valuers’ perspectives on adequate compensation
Both public and private valuers are responsible to estimate the amount of adequate
compensation to the affected landowners. Since valuation is a science and art, there are
discrepancies in the factors affecting values considered by both valuers (Ismail and
Figure 5.
Satisfactions over the time

































Mazlan, 2005). However, land administrators are the ones who will ultimately be
responsible to offer the final amount of adequate compensation to them:
. Respondent A – open market value covers adequate compensation as far as the
affected landowners are no less no better than he should be compensated upon
land acquisition as if no acquisition has ever happened.
. Respondent B – adequate compensation refers to amount compensation that
takes into account all the losses and rights of the affected landowners including
potential value and payment for disturbances.
. Respondent C – adequate compensation is viewed as open market value
accordance to Schedule 1 Land Acquisition Act 1960. However, since the land
acquisition deals with human factors, valuers must consider humanism as a
factor in determining the amount of adequate compensation.
. Respondent D – an open market value is based on recent sale transactions that
happened in the market. It has to consider consequence costs, such as loss of income,
loss of goodwill, cost of transfer, transportation, and storage wherever applicable.
. Respondent E – an open market value of land taken and any losses including
sentimental values and special payment of solatium.
. Respondents F and G – adequate compensation of open market value taken and
consequence losses including transfer payment, temporary building rent, loss of
income, loss of goodwill, professional fees, such as lawyers, architect, engineer,
valuer, and estate agents wherever applicable.
. Respondent H – legal and financial aspects of adequate compensation.
Therefore, there are related acts of parliament and circulars that need to be
amended to allow for adequacy in compensation to the affected landowners.
. Respondent I – adequate compensation in relation to “before and after” land
acquisition. If there is a house being acquired then a similar house must be
reinstated accordingly. Beside a similar house, the consequence costs and
solatium must also be paid to the affected landowners. Solatium may offset the
difficulties in offering a similar house to the landowners.
. Respondent J – open market value of the land taken as far as the affected
landowners are satisfied with the amount of compensation paid to them.
Perspective valuers on valuation aspects
Respondent valuers interviewed also suggested the followings in relation to date of
valuation, compensation for severance and injurious affection and rate of interests.
Views Positive Negative Remarks
Respondent A Easy replacement – 60% agreed
Respondent B Sentimental value Illiquid –
Respondent C Family ties – –
Neighborhood – –
Respondent D Restart life Difficult to find suitable land –
Respondent E – Not every owner want land and buildings 40% disagreed








Date of valuation. There are about 30 per cent of respondents interviewed had agreed
that the date of valuation must be the date of proposal to acquire the land under the
provision of Section 4 whilst another 70 per cent agreed that the date of valuation
should be under Section 8 the date of endorsement of the land acquisition. Date of
valuation affects the timing of values in the market with reference to the fluctuation of
demand and supply. In this sense, the accuracy of valuation affects the expected
amount of adequate compensation to the affected landowners. The longer the date of
valuation the worst scenario landowners will accept the valuation of compensation.
Table III shows the opinions of the valuers in the interviews.
Determining the compensation for severance and injurious affection. The Land
Acquisition Act 1960 empowered land administrators to fix the amount of
compensation. Eighty per cent of respondents disagreed with the power given to
land administrators to decide upon valuation for compensation due to the fact that both
payments are close to the open market value of land and the valuers are responsible for
advice on the open market values. With qualifications and experiences, valuers are the
property professionals and they should be entrusted to estı́mate the amount of
severance and injurious affections. Table IV shows the situation.
Determination of rate of interests. It has been a conventional decision that 8 per cent
per annum payment of rate of interest will be paid to the affected landowners in
relation to deferred payment of compensation. This has been stipulated under Section
29A(5) and Section 32(1) of Land Acquisition Act 1960. Valuers, however have the rate
of interests shown in Table V.
Most valuers agreed that the rate of interests is always fluctuating in the market.
Therefore, a fix rate of interests of 8.0 per cent per annum is out of context. A most















































suitable alternative would be to gauge the rate of interests based on the economic
climate of the country within the base lending rate suggested by financial institutions.
Valuation method. Kotaka (2000, 2002) asserted that valuation techniques affect the
final output of the value estimation process. Different valuation techniques consider
different factors affecting values in the market.
Valuation considering restriction in interests
Majority of respondents (about 80 per cent) mentioned that Malay Reserved Land (land
with special restrictions that can only be transacted to indigenous Malays) must be
valued at open market although the amended Act was done in 1997.
Respondent A mentioned about the open market valuation on land with restrictions
in interest. There might be changes on the land used for the future due to degazette or
change in economic climate or even the land acquired may be transferred to the
government agency for development into different use later (Respondents C-H). This is
in accordance with the provisión under Section 68A, Land Acquisition Act 1960
(amended). Respondent B said this would lead to inadequacy in the amount of
compensation. Nonetheless, Respondent J mentioned about the nature of limited
demand for Malay Reservation Land that contributed to limited Malays who may be
able to buy the land in the market. Since the land for the Malays and from the Malays,
the Malays are the ones who will get the benefit at the end of the day (Respondent C).
In contrast, Respondent I mentioned about Malay Reservation Land in Kelantan
whereby all the lands are categorized under the same category and hence, the land
should be valued at open market. Whatever it is, most of the Malays are financially
capable of buying the land nowadays. Therefore, the land must be transacted at an
open market value for the sake of adequacy in compensation of land acquisition.
Valuation technique for land with development potential
Most of the valuers asserted that the comparison and residual methods of valuation are
the most suitable methods of valuation to estı́mate the worth of development lands.
The sale comparison method is accepted by court due to its logic and simplicity.
In contrast, residual method requires many sensitive data and must be cross-checked
with the other methods of valuation (Table VI).
Respondents A B D, H, I C E














Residual as alternative with plans
Highest and best use
All methods are suitable as stipulated under
Schedule 1








From the literature reviews, discussion on responses and what has been analyzed from
selected respondents landowners, valuers, and land administrators, determination an
adequate amount of compensation in land acquisition is really complex and needs
detailed investigation. In summary, adequate compensation refers to the date of
valuation, method of valuation and head of claims (Kotaka, 2000, 2002). However, in
Malaysia, other than the elements stated under the Schedule 1 of the Land Acquisition
Act 1960, no other documents reveal the exact meaning of adequate compensation.
Schedule 1 of the Act revealed the value of land taken, severance, injurious affection,
consequential costs, loss of income, and related fees as can be considered as losses to
the affected landowners. As such, Kotaka (2000, 2002) presented that the adequate
compensation emerged when all the losses are paid to the affected landowners after
they have been consulted in a proper manner, and the land had been valued at an open
market without any special consideration based on the date of proposed land
acquisition. Other than explaining Kotaka’s (2000, 2002) Model, the study proposed
further amendment by suggesting more detailed elements of adequate compensation to
include payment of all genuine losses, common agreement on any amount of
compensation between landowners and land administrators, no special consideration
on land value, date of proposed acquisition, no proposed land use taken into
consideration, quick payment, value plantations separately and the payment of
solatium to the affected landowners. As such, the study has enriched Kotaka’s (2000,
2002) Model in further explaining the amount of adequate compensation in land
acquisition for public real estate development and construction.
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